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STORE LOCATIONS 



TOYS “R” US • California • Anaheim • 
Canoga Park • Cerritos • Colma • Covina • 
Hayward • La Mesa • Ontario • Pleasant Hill • 
Rosemead • Sacramento • San Diego • San 
Jose • Sunnyvale • Torrance • Van Nuys • 
Illinois • Burbank • Calumet City • Chicago- 
(E. 92nd St.) • Chicago-(N. Lincoln Ave.) • 
Chicago-(N. Milwaukee Ave.) • Chicago- 
(Melrose Park) • Downers Grove • Highland 
Park • Niles • Schaumburg • Maryland • 
Adelphi • Catonsville • Lanham • Marlow 
Heights • Rockville • Towson • Michigan • 
Livonia • Madison Heights • Southfield • 
Southgate • New Jersey • East Brunswick • 
Paramus • Totowa • New York • Commack, 
LI. • Levittown, L.l. • Virginia • Bailey’s 
Crossroads • Fairfax • Richmond • 
Wisconsin • Milwaukee * 

DEPARTMENT AND SUBURBAN 
STORES • Illinois •Aurora* Belleville* 
Rockford-Loves Park ♦ Rockford • Waukegan • 
Indiana • Evansville • Evansville-Lawndale • 
Fort Wayne • Fort Wayne-Southgate • Marion • 
Vincennes • Kentucky • Louisville • Paducah 
• Michigan • Flint-Northwest • Flint-S. Plaza • 
Flint-Court Mall • New York • Latham • 
Massena • Schenectady • Troy • Utica • 
Ohio • Springfield • Pennsylvania • 
Williamsport • Tennessee • Knoxville • Oak 
Ridge • Vermont • Rutland • West 
Virginia • Huntington • Wisconsin • Fond 
du Lac • 

WHITE FRONT • California • Anaheim • 
Canoga Park • Chula Vista • Costa Mesa • 
Covina • Downey • Fresno • Glendale* • 
Imperial-Normandie • Jefferson • La Mesa • 
Long Beach • Ontario • Pacoima • San 


Bernardino • San Diego • Studio City* • Temple 
City* • Torrance • Westchester* • Whittier* • 
Wilshire* • Oregon • Portland • 
Washington • Everett • 

TOPPS • Connecticut • Berlin • East 
Hartford • Fairfield • West Haven** • Windsor • 
Illinois • Chicago-Addison • Chicago- 
La Grange • Chicago-Markham • Chicago- 
Morton Grove • Chicago-Oaklawn • Chicago- 
Rolling Meadows • Chicago Heights ♦ Downers 
Grove** • Elgin • Joliet • Rockford** • 
Waukegan • Indiana • Clarkesville* * • Gary • 
Greenwood • Highland • lndianapolis-(E. 38 
St.) • Indianapolis-Speedway • Terre Haute • 
Iowa • Davenport* * • Des Moines-Merle Haye 
Road** • DesMoines-Hubbel Road** • 
Kentucky • Louisville-Taylorsville Road** • 
Louisville-Outer Loop** • Louisville-Dixie 
Highway** 'Maryland • Baltimore-Dundalk* 
Baltimore-Glen Burnie* Baltimore-Perring 
Parkway • Baltimore-Pike Park Mall • 
Baltimore-Timonium • Massachusetts • Fall 
River* Springfield** • West Springfield • 
Michigan • Ann Arbor • Kalamazoo • Detroit- 
Farmington • Detroit-Oak Park • Detroit- 
Pontiac** • Detroit-Redford • Detroit- 
Southgate • Detroit-Taylor • Detroit-Warren • 
Detroit-Westland • Lansing** • New York • 
Buffalo-Central Park • Buffalo-Cheektowaga • 
Buffalo-Tonawanda** • Buffalo-Orchard Park 
• Menands • Rochester-(Goodman St.) • 
Rochester-Greece • Rochester-Henrietta 
Plaza* Ohio • Canton-Whipple Road* * • 
Canton-Atlantic Boulevard** • Cleveland- 
Maple Heights • Cleveland-Mayfield Heights • 
Cleveland-North Olmsted • Cleveland-Parma 
Heights • Toledo-(Secor Rd.) • Toledo-(S. 
Reynolds Rd.) • Willoughy • Wisconsin • 
Kenosha• 


*Mini Marts 


** Closed, May, 1973 
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TO OUR SHAREHOLDERS 

The past year was the most decisive and sig¬ 
nificant, in terms of far-reaching effect, of any 
since Interstate Stores was founded in 1928. 
Late in the year the decision was made to re¬ 
structure the Company so that its profitable 


operations would have a greater impact on the 
Company’s total performance. 

For reasons that have been outlined in previ¬ 
ous reports, Interstate’s profitability began to 
decline in 1969. Primary among them were the 
economic recession that started in 1969, over¬ 
expansion of discount retailing in certain key 
areas which led to intense competition and 
tightening of profit margins, and high labor 
costs particularly on the west coast. 

In the years since 1969, various programs were 
put into effect to correct the situation and re¬ 
store profitability. Last year, after an exhaustive 
study of each of our stores, it was concluded 
that these programs would not stem the mount¬ 
ing losses, and that major restructuring was 
required. 

The decision was made to discontinue certain 
unprofitable discount store operations. Nine¬ 
teen of the 37 full-line White Front discount 
stores located on the west coast were closed 
effective January 28, 1973, and plans were 
made to terminate 19 Topps stores in the east 
and midwest this spring and summer. We de- 


FINANCIAL HIGHLIGHTS 



1972 

1971 

Continuing Operations: 

Sales of owned departments 

$452,617,000 

$451,006,000 

Leased department sales 

68,765,000 

73,370,000 

Total 

$521,382,000 

$524,376,000 

Earnings (losses) before taxes 

$ (1,683,000) 

$ 7,808,000 

Provision (credit) for income taxes 

(825,000) 

3,617,000 

Earnings (losses) from continuing operations 

(858,000) 

4,191,000 

(Losses) from non-continuing operations 

(6,208,000) 

(3,623,000) 

Earnings (losses) before extraordinary items 

(7,066,000) 

568,000 

Extraordinary items, net of $629,000 credit in 1972 

(33,249,000) 

895,000 

Net earnings (losses) 

$(40,315,000) 

$ 1,463,000 

Working capital 

$ 55,196,000 

$ 52,419,000 

Current ratio 

1.6 to 1 

1.5 to 1 

Mortgages 

23,960,000 

26,828,000 

Other long-term debt 

66,326,000 

39,597,000 

Stockholders equity 

58,527,000 

98,718,000 
























cided to take this step only after it appeared 
that further efforts to turn these units around 
would require an excessive investment of 
funds, energies, and time that could be put to 
more effective use in other areas of the 
business. 

While other important steps were taken during 
the year to strengthen store operations, this 
action in itself should bring about a significant 
improvement in operating results. 

To understand the significance of the effect of 
the store closings on operating results, we are 
reporting our figures for the past year by the 
following classifications: results from continu¬ 
ing operations; results from discontinued op¬ 
erations; and non-recurring charges incurred 
in store closings. 

The stores that are being continued had a loss 
for the past fiscal year of $858,000. In the prior 
year the same group of stores earned 
$4,191,000. 

The loss from stores that were discontinued or 
are to be discontinued amounted to 
$6,208,000, which compares with a loss of 
$3,623,000 a year ago for these stores. 
Combining the losses of continuing and dis¬ 
continuing stores, the Company had a net loss 
from operations of $7,066,000, which compares 
with a profit a year ago of $568,000. 

The costs and losses involved in terminating 
unprofitable stores amounted to $33,878,000, 
and these were charged against the fiscal year 
ended January 28,1973. They covered princi¬ 
pally writedowns of inventories, fixtures and 
leasehold improvements, real estate costs and 
other contingencies with respect to the closed 
stores and those to be terminated in 1973. 

Including the non-recurring losses and operat¬ 
ing losses, the Company had a net loss for the 
year of $40,315,000. In the previous year, the 
Company earned $1,463,000, including an ex¬ 
traordinary credit of $895,000. 

In viewing results for the year, it is important 
to recognize that practically all of the losses 
were of an extraordinary nature. The losses 
from non-continuing stores and the net write¬ 
offs and reserves amounted to $39,457,000 of 
the total losses of $40,315,000. 

It is also significant that the net operating loss 
of $7,066,000 for the full year was down from 
the loss reported for the nine-month period, 


reflecting earnings that were generated in the 
last quarter of the year. 

Sales of the continuing operations were 
$521,382,000 last year and $524,376,000 the 
prior year. Including the non-continuing opera¬ 
tions, sales amounted to $683,845,000 and 
$708,433,000 for the respective years. 

In addition to closing unprofitable stores, a 
number of other important steps were taken to 
restructure store operations and to restore 
profitability. 

One, we moved ahead with our program for 
expanding the toy operations. Eight new units 
were opened in 1972 increasing our chain to 
45. Toy sales are now running at an annual rate 
of about $130 million and are very profitable. 

Two, we initiated a new program of opening 
small discount units specializing in appliances, 
called White Front mini-marts. There are six 
such stores operating in southern California. 

Three, we prepared for the opening of another 
suburban department store to be added in 
1973; this will bring our group of conventional 
department stores to 29. 

As part of this realignment program, the Com¬ 
pany took steps to rearrange and strengthen 
its financing. In June of this year a new Credit 
Agreement was concluded with its domestic 



Interior of a new White Front mini-mart in Los Ange¬ 
les. Six were opened during the year. 
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Eight new Toys-R-Us supermarts were opened in 
1972, increasing toy chain to 45 units. 


and Eurodollar banks and its insurance com¬ 
pany lenders restructuring its loans totaling 
$69,750,000. Under the terms of the new ar¬ 
rangement, no repayment of the indebtedness 
will be made until December 31,1974, at which 
time $13,950,000 will come due. A similar 
amount will be due at December 31,1975 and 
the balance at December 31,1976. 

In conjunction with the new Credit Agreement, 
a group of private investors, including myself, 
have advanced $5,000,000 to the Company, for 
which the Company issued Senior Subordi¬ 
nated Notes, payable January 1, 1977. The 
Notes are subordinated to all indebtedness for 
money borrowed from the banks and other in¬ 
stitutional lenders. The subordinated lenders 
received five-year warrants to purchase an ag¬ 
gregate of 1,000,000 shares of Interstate’s 
common stock at $3 per share. 

As part of these agreements, Interstate, which 
is a holding company, has pledged the stock of 
its subsidiaries to all the lenders. The Com¬ 
pany has agreed among other matters to main¬ 
tain a certain net worth and a ratio of current 
assets to total liabilities exclusive of mort¬ 
gages and subordinated debt, neither of which 
requirements becomes applicable until July 
31, 1974. 

The termination of stores and the debt restruc¬ 
turing resulted in a number of changes in the 
Company’s balance sheet. Working capital 
rose to $55.2 million from $52.4 million a year 
ago, reflecting a reduction in inventories and 
accounts payable and the reclassification of 
the current portion of bank and institutional 
loans as long-term debt. The size of the Com¬ 
pany was substantially reduced as a result of 
the store closings and the attendant losses. 
Nevertheless, it had a net worth at year-end of 
$58.5 million, equal to $10.70 per share. 


An important development during the year was 
the consolidation of the Company’s two profit¬ 
able toy store operations into one, Toys-R-Us, 
under the direction of Charles Lazarus, 
founder of Toys-R-Us and President of this di¬ 
vision. The consolidation will provide us with 
a single marketing identity and will produce 
greater operating efficiencies. Interstate en¬ 
tered the toy field in 1966, with the acquisition 
of four Toys-R-Us stores in Washington, D.C. 

Walter Craig was placed in charge of all Inter¬ 
state’s discount operations early in the year 
and in October he was made President of Inter¬ 
state’s Discount Stores Division. His is the re¬ 
sponsibility of restructuring the Company’s 
White Front and Topps divisions. 

On May 1, 1973, Herbert B. Siegel joined the 
Company as Treasurer. 

We believe that the steps taken last year to re¬ 
orient the Company’s operations have placed 
us on the right track. We will have a better bal¬ 
ance between the discount operations on one 
hand and the toy and conventional stores on 
the other. Our first objective is to get in the 
black. The second is to restore the pattern of 
growth that prevailed over most of the period 
since Interstate entered discounting. 

Progress towards these objectives will come 
gradually, reflecting first the cyclical character 
of the Company’s operations, with the bulk of 
its earnings occurring in the last quarter of the 
year, and second the time that will be required 
to complete the task of restructuring the Com¬ 
pany and restoring normal business relations. 
Signs of progress should become evident in 
the latter part of the year as the new character 
of the Company emerges more clearly, with its 
profitable toy and conventional store opera¬ 
tions making a greater contribution to total 
results. 

We are grateful for the understanding and sup¬ 
port of our people in this most trying and diffi¬ 
cult period. We believe the actions taken are 
right and necessary and should lead to the 
restoration of Interstate Stores as a strong and 
important factor in retailing. 

Sincerely, ___ 


Sol W. Cantor, Chairman 



CONSOLIDATED STATEMENTS OF 
OPERATIONS AND RETAINED EARNINGS 

Interstate Stores, Inc. and Subsidiary Companies 



1972 

1971* 


(Year Ended 

(Year Ended 

Continuing Operations: 

Sales and Other Income: 

Net Sales: 

Jan. 28,1973) 

Jan. 30,1972) 

Owned departments 

$452,617,000 

$451,006,000 

Leased departments 

68,765,000 

73,370,000 


521,382,000 

524,376,000 

Other Income—Net 

1,812,000 

614,000 

Costs and Expenses: 

Cost of Sales (irfcluding certain buying, occupancy and 

523,194,000 

524,990,000 

distribution expenses) 

401,742,000 

402,448,000 

Selling, General and Administrative Expenses 

112,303,000 

104,045,000 

Depreciation and Amortization 

5,787,000 

5,173,000 

Interest—Mortgages 

1,005,000 

904,000 

Interest—Other 

4,040,000 

4,612,000 

(Loss)/Earnings from continuing operations before Federal 

524,877,000 

517,182,000 

income taxes 

(Credit)/Provision for Federal Income Taxes (Note J): 

(1,683,000) 

7,808,000 

Current 

(1,507,000) 

3,492,000 

Deferred 

682,000 

125,000 


(825,000) 

3,617,000 

(Loss)/Earnings from continuing operations 

(Loss) from operations discontinued and to be discontinued 

(858,000) 

4,191,000 

—net of taxes (Note C) 

(6,208,000) 

(3,623,000) 

(Loss)/Earnings before extraordinary items 

(7,066,000) 

568,000 

Extraordinary Items—(charge)/credit—net of taxes (Note D) 

(33,249,000) 

895,000 

Net (Loss)/Earnings 

(40,315,000) 

1,463,000 

Retained Earnings—at beginning of year 

43,201,000 

41,738,000 

Retained Earnings—at end of year (Note E) 

Per share of Common Stock (based on weighted average out¬ 
standing shares): 

$ 2,886,000 

$ 43,201,000 

(Loss)/earnings from continuing operations 

(Loss) from operations discontinued and to be dis¬ 

($.16) 

$.77 

continued 

(1.13) 

(.66) 

(Loss)/earnings before extraordinary items 

(1.29) 

.11 

Extraordinary items—(charge)/credit—net of taxes 

(6.08) 

.16 

Net (Loss)/Earnings 

($7.37) 

$.27 


‘Reclassified. 

See accompanying notes to financial statements. 
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CONSOLIDATED BALANCE SHEETS 

Interstate Stores, Inc. and Subsidiary Companies 



1972 

1971 

ASSETS 

Current Assets: 

(Jan. 28,1973) 

(Jan. 30,1972) 

Cash 

Short-term investments—at cost (approximate market 

$ 12,860,000 

$ 15,921,000 

$2,115,000 and $500,000, respectively) 

Accounts receivable: 

Customers (net of allowances of $375,000 and $431,000, 

1,253,000 

500,000 

respectively) 

10,271,000 

10,891,000 

Other (Note G) 

10,307,000 

9,381,000 

Refundable Federal income taxes 

Merchandise inventories (at the lower of cost or market, 

7,026,000 

656,000 

determined principally by the retail method) 

101,012,000 

121,190,000 

Fixed assets held for sale (Notes C and D) 

3,088,000 

211,000 

Prepaid expenses 

3,071,000 

3,377,000 

Total Current Assets 

148,888,000 

162,127,000 

Other Assets (Note G) 

Fixed Assets—at cost (Notes C, D and E): 

Relating to continuing operations: 

4,407,000 

7,591,000 

Land and buildings 

33,914,000 

36,559,000 

Furniture and equipment 

45,668,000 

60,544,000 

Leaseholds and leasehold improvements 

24,998,000 

27,542,000 


104,580,000 

124,645,000 

Less: Accumulated depreciation and amortization 

27,633,000 

28,388,000 

Relating to operations discontinued and to be discontinued, 

76,947,000 

96,257,000 

net of reserves 

2,059,000 


Deferred Charges 

Intangibles Applicable to Subsidiaries Acquired (in 1972 ap¬ 
plicable solely to subsidiaries engaged in the retail toy 

1,563,000 

2,121,000 

business) (Note D) 

14,651,000 

18,127,000 


$248,515,000 

$286,223,000 


See accompanying notes to financial statements. 

























1972 

1971 

LIABILITIES 

Current Liabilities: 

(Jan. 28,1973) 

(Jan. 30,1972) 

Notes payable—banks 


$ 17,000,000 

Current installments of long-term debt (Note E) 

$ 1,148,000 

2,088,000 

Mortgage applicable to fixed assets held for sale 

623,000 


Accounts payable—trade 

54,556,000 

67,447,000 

Accrued expenses and other liabilities 

Taxes withheld and accrued, other than Federal income 

15,225,000 

14,973,000 

taxes 

7,315,000 

6,817,000 

Accrued Federal income taxes 

Reserve applicable to store closing program—current por¬ 

925,000 

1,383,000 

tion (Note D) 

13,900,000 


Total Current Liabilities 

Reserve Applicable to Store Closing Program—noncurrent 

93,692,000 

109,708,000 

portion (Note D) 

1,500,000 


Long-term Debt (Note E) 

Deferred Items (including Federal income taxes of $523,000 

90,286,000 

66,425,000 

and $7,563,000, respectively) 

4,510,000 

11,372,000 

Total Liabilities and Deferred Items 

Stockholders’ Equity (Notes E and 1): 

Common Stock (stated at par value of $1 per share, plus 
$1,271,000 retained as Capital by resolution of the Board 
of Directors): 

Shares 

1972 1971 

Authorized 10,000,000 10,000,000 

189,988,000 

187,505,000 

Issued 5,474,709 5,473,456 

6,746,000 

6,745,000 

Additional Capital 

48,919,000 

48,796,000 

Retained Earnings 

2,886,000 

43,201,000 


58,551,000 

98,742,000 

Less: Treasury Stock—at cost—5,800 shares 

24,000 

24,000 

Commitments, Contingencies and Other Comments (Notes B, 

C, D, E, F, G, H, J and K) 

58,527,000 

98,718,000 


$248,515,000 

$286,223,000 


See accompanying notes to financial statements. 
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CONSOLIDATED STATEMENTS OF 
CHANGES IN FINANCIAL POSITION 
Interstate Stores, Inc. and Subsidiary Companies 



Financial resources provided from: 

Continuing operations: 

(Loss)/earnings from continuing operations 
Add—Items not requiring outlay of working capital dur¬ 
ing the year: 

Depreciation and amortization of fixed assets 
Deferred Federal income taxes 
Amortization of store pre-opening expenses 
Other—net 


Operations discontinued and to be discontinued: 

(Loss) from operations discontinued and to be discon¬ 
tinued 

Add/(deduct)—Items not requiring outlay of, or (pro¬ 
viding), working capital during the year: 
Depreciation and amortization of fixed assets 
Deferred Federal income taxes 
Amortization of store pre-opening expenses 


Funds provided from operations, exclusive of ex¬ 
traordinary items 
Increase in long-term debt 

Sale of fixed assets (including $3,088,000 and $211,000, re¬ 
spectively, of fixed assets held for sale included in cur¬ 
rent assets), net of mortgages thereon of $2,239,000 and 
$3,487,000, respectively 
Decrease in other assets 


Financial resources used for: 

Working capital used for extraordinary items: 

Extraordinary items—charge/(credit) 

Add/(deduct)—Items not requiring (outlay) of, or pro¬ 
viding, working capital during the year: 

Provision for loss on disposition of fixed assets on 
stores closed and to be closed 
Deferred Federal income taxes 
Write-off of intangibles applicable to discount store 
divisions 

Asset received not providing funds during the year 
Other 

Working capital used for extraordinary items 
Fixed assets acquired 
Store pre-opening expenses 

Repayments and current maturities of long-term debt 
Other—net 


Increase/(decrease) in working capital 


(Continued) 


1972 

(Year Ended 
Jan. 28,1973) 


($858,000) 


5,787,000 

682,000 

768,000 

443,000 

6,822,000 


(6,208,000) 


1,897,000 
(1,283,000) 
150,000 

(5,444,000) 

1,378,000 

27,510,000 


4,223,000 

2,583,000 

35,694,000 


33,249,000 


(11,262,000) 

6,439,000 

(3,612,000) 

(2,008,000) 

22,806,000 

8,020,000 

538,000 

1,398,000 

155,000 

32,917,000 
$ 2,777,000 


1971* 

(Year Ended 
Jan. 30,1972) 


$ 4,191,000 


5,173,000 
125,000 
1,500,000 
14,000 

11,003,000 


(3,623,000) 


2,063,000 

310,000 

612,000 

(638,000) 

10,365,000 

1,250,000 


2,851,000 

423,000 

14,889,000 


(895,000) 


1,371,000 


476,000 
12,679,000 
1,332,000 
3,184,000 
71,000 

17,742,000 
($ 2,853,000) 


8 



























Increase/(decrease) in working capital, by element: 
Cash 

Short-term investments 
Accounts receivable: 

Customers, net 
Other 


Refundable Federal income taxes 

Merchandise inventories 

Fixed assets held for sale 

Prepaid expenses 

Notes payable—banks 

Current installments of long-term debt 

Mortgage applicable to fixed assets held for sale 

Accounts payable—trade 

Accrued expenses and other liabilities 

Taxes withheld and accrued, other than Federal income 
taxes 

Reserve applicable to store closing program 
Accrued Federal income taxes 


Increase/(decrease) in working capital 


1972 

(Year Ended 
Jan. 28,1973) 

($ 3,061,000) 
753,000 

(620,000) 

926,000 

6,370,000 

(20,178,000) 

2,877,000 

(306,000) 

17,000,000 

940,000 

(623,000) 

12,891,000 

(252,000) 

(498,000) 

(13,900,000) 

458,000 

$ 2,777,000 


1971* 

(Year Ended 
Jan. 30,1972) 

$ 5,965,000 
(510,000) 

(270,000) 

174,000 

(4,892,000) 

(1,655,000) 

296,000 

(17,000,000) 

(869,000) 

615,000 

16,587,000 

626,000 

(1,419,000) 

(501,000 ) 
($ 2,853,000) 


"Reclassified. 

See accompanying notes to financial statements. 
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NOTES TO FINANCIAL STATEMENTS 


General— The consolidated financial statements as at 
and for the year ended January 30, 1972, as reclassi¬ 
fied (see Note C), are presented for comparative pur¬ 
poses. Reference should be made to the Company’s 
Annual Report to Stockholders for that year for the 
report of the independent public accountants, which 
contains a qualification of opinion with respect to the 
tax matter referred to in Note F herein. 

Note A— The Company’s significant accounting pol¬ 
icies are as follows: 

1. The consolidated financial statements include the 
accounts of the Company, all subsidiaries and all 
majority-owned joint ventures. All significant inter¬ 
company items and transactions have been eliminated 
in consolidation. 

2. Depreciation and amortization, for financial report¬ 
ing purposes, are provided on the straight-line method. 
Accelerated methods are used for Federal income tax 
purposes; applicable deferred taxes are provided for 
the timing differences. 

3. Investment tax credits are included in income, as a 
reduction of the provision for Federal income taxes, 
when the related property is acquired (“flow-through” 
method). 

4. Pre-opening expenses are amortized over a twelve- 
month period from the date a store opens. 

5. The intangibles applicable to acquired subsidiaries 
engaged in the retail toy business are not amortized 
since in the opinion of management there is no indica¬ 
tion of loss of utility or of limitation of the useful lives 
thereof. 

Note B —During the year ended January 28, 1973, the 
Company incurred a substantial consolidated net loss, 
attributable to its White Front and Topps discount 
store divisions. Further, during such year and the sev¬ 
eral months thereafter, the Company experienced dif¬ 
ficulties in obtaining its customary merchandise and 
credit terms required to operate its stores in the nor¬ 
mal course of business. The foregoing affected the 
Company’s credit position with its institutional lend¬ 
ers. Management has adopted programs designed to 
eliminate certain loss operations, improve the results 
of other loss operations, generate cash and restore 
the Company’s relationships with vendors and lenders. 

These programs include (i) the closing of 19 White 
Front stores in the latter part of the fiscal year ended 
January 28, 1973, (ii) a decision in April 1973 for the 
planned closing of 19 Topps stores during the spring 
and summer of 1973 and (iii) reductions in buying, 
distribution and administrative expenses. With respect 
to the 18 remaining White Front stores, which have 


been and continue to be unprofitable as presently 
operated, the Company is negotiating to convert 16 
stores into substantially leased departments, retaining 
for its own operation the major appliance and radio 
and components departments. In connection with the 
above store closing and leased department programs 
(“Store Programs”), the Company recorded an extra¬ 
ordinary charge of $33,878,000 (see Note D). 

With respect to the remaining 48 Topps stores and 
two of the White Front stores, substantially all of which 
have been unprofitable during the year ended January 
28, 1973 and the several months thereafter, the Com¬ 
pany is instituting programs designed to improve their 
operating results. In the event the Company’s ob¬ 
jectives are not satisfactorily achieved, management 
would have to consider other alternatives, including 
the possible disposition of certain of these stores, the 
effects of which are not presently determinable. 

Under terms and conditions more fully described in 
Note E, certain loan agreements with institutional 
lenders were restructured on June 13, 1973. Among 
other matters, the restructured agreement (i) had the 
effect of deferring repayments of $3,250,000 due in 
August 1973 and $950,000 due in January 1974, (ii) 
provided for certain new and revised covenants, and 
(iii) pledged to the lenders, as collateral security for 
present and future obligations, the capital stocks of all 
of the Company’s subsidiaries. In addition, the 
Company borrowed $5,000,000 on June 13, 1973, col¬ 
lateralized by a second security interest in the afore¬ 
mentioned capital stocks, and providing for generally 
similar covenants (see Note E). 

Management believes that the Store Programs, the 
restructuring of the loan agreements with institutional 
lenders and the additional borrowing of $5,000,000 
will enable the Company to restore its relationship 
with vendors and others so that it will be able to (i) 
obtain its customary merchandise and credit terms 
required to operate its stores in the normal course of 
business, (ii) effect improvement in the operating 
results of its discount stores, including arrangements 
for the conversion of the 16 White Front stores into 
substantially leased departments and the consumma¬ 
tion of such arrangements by September 1, 1973, (iii) 
maintain the profitability of its toy and department 
store divisions, the earnings of which normally are 
realized primarily in the fourth fiscal quarter, and (iv) 
finance the substantial consolidated operating losses 
which it anticipates for each of the first three quarters 
of the fiscal year beginning January 29,1973; a portion 
of these anticipated operating losses relate to the 19 
Topps stores to be closed and the White Front stores 
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to be converted into substantially leased departments. 
Management believes further that the foregoing will 
enable the Company to return to profitable operations 
in the future and comply with the terms and covenants 
of the aforementioned loan agreements and borrow¬ 
ing arrangements. The Company’s continuation as a 
going concern, and the appropriateness of presenting 
the consolidated financial statements as at January 
28,1973 and for the year then ended on a going con¬ 
cern basis, are dependent upon the achievement of 
substantially all of the foregoing. 

Note C— As set forth in Note B, the Company closed 
19 White Front stores in 1972 and intends to close 
19 Topps stores in 1973; in connection therewith, 
certain related buying, distribution and administra¬ 
tive expenses have been or are intended to be elimi¬ 
nated. The results of operations of the 38 stores and 
such related expenses are shown in the accompanying 
consolidated statements of operations and retained 
earnings as “Loss from operations discontinued and 
to be discontinued—net of taxes” and are summarized 
as follows: 


Net Sales: 

1972 

1971 

Owned departments 

$128,756,000 

$144,990,000 

Leased departments 

33,707,000 

39,067,000 


162,463,000 

184,057,000 

Costs and expenses, net 

175,079,000 

191,092,000 

Federal income taxes 

(12,616,000) 

(7,035,000) 

(credit) 

(6,408,000) 

(3,412,000) 


($6,208,000) 

($3,623,000) 


See Note D for extraordinary charge relating to dis¬ 
continued and to be discontinued operations. 

Fixed assets relating to operations discontinued and 
to be discontinued consist of: 


Furniture and equipment 

Leaseholds and leasehold improvements 

Less accumulated depreciation and 
amortization 

Less reserve for loss on disposal- 
see Note D 

Less amount included in current assets— 
see Note D 


$17,149,000 

5,947,000 

23,096,000 

7,391,000 

15,705,000 

11,262,000 

4,443,000 

2,384,000 
$ 2,059,000 



Fixed assets relating to continuing operations include 
land and buildings of four of the stores closed and to 
be closed in the net book amount of approximately 
$13,000,000 (subject to mortgages of approximately 
$12,000,000). It is the Company’s intention to sell or 
lease such store properties. 


Note D— The extraordinary credit in 1971 represents a 
gain on the disposition of an option, net of taxes of 
$805,000. The extraordinary items in 1972 consist of: 
Losses under Store Programs: 


Loss incurred in connection with 
the closing of the 19 White Front 
stores (exclusive of amounts in¬ 
cluded below)—principally relating 
to the liquidation of inventories 
Write-off of intangibles applicable 
to discount store divisions 
Provision for loss on disposal of 
fixed assets 

Provision for loss on disposal or 
subleasing of owned or leased 
premises (estimated by manage¬ 
ment to be substantially equivalent, 
in the aggregate, to one year’s net 
occupancy costs) 

Provision for loss on disposal of in¬ 
ventories (Topps stores to be closed 
and White Front stores to be con¬ 
verted into substantially leased de¬ 
partments) 

Provision for other costs and losses 
Less tax credit 

Other (credit), net of taxes of 

$306,000 


$9,713,000(1) 

3,612,000 

11,262,000(2) 


8,507,000(3) 


5,256,000 

1,934,000 (4) 

40,284,000 

6,406,000 

33,878,000 

(629,000) 

$33,249,000 


(1) With respect to the closing of certain of the White 
Front stores, the Company commenced liquidating 
substantial portions of its inventories during the 1972 
Christmas selling season in order to minimize the loss 
ultimately to be realized through a bulk sale. During 
such Christmas selling season, management estimates 
that these stores operated at a loss of approximately 
$800,000 represented by a net of (i) a loss of $1,800,000 
from extraordinary inventory liquidations (included in 
the extraordinary charge) and (ii) an operating profit 
of $1,000,000 (included in loss from discontinued op¬ 
erations); management estimates that the latter is 
comparable to the operating profit for such stores for 
the same period in 1971. 
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(2) The provision for loss on disposal of fixed assets 
has been estimated by management at 100% of the net 
book amounts of leaseholds and leasehold improve¬ 
ments and 65% of the net book amounts of furniture 
and fixtures of the stores closed and to be closed. 
Management has further estimated that $2,384,000 of 
the resulting proceeds will be received during the fis¬ 
cal year ending February 3, 1974 and accordingly, 
such amount has been included in current assets un¬ 
der “Fixed Assets held for sale” (see Note C). 

(3) With respect to stores closed and to be closed, the 
Company is attempting to sublet or dispose of its 
leased premises and to sell or lease to others its owned 
properties (see Note C). The provision for loss thereon 
has been estimated by management to be substan¬ 
tially equivalent, in the aggregate, to one year’s net 
occupancy costs. Based on management’s estimate 
$1,500,000 of such provision has been classified as a 
noncurrent liability. 

Minimum annual rentals with respect to the stores 
closed and to be closed aggregate $5,800,000 and 
expire $1,000,000 prior to 1987, $1,900,000 between 
1987 and 1992 and $2,900,000 after 1992; certain of the 
leases provide for additional charges for real estate 
taxes, insurance, etc. 

(4) In connection with the closing of the 19 White Front 
stores and the planned closing of the 19 Topps stores, 
the Company was and will be compelled to terminate 
the licenses of various concessionaires operating in 
such stores. In some instances the related agreements 
permit such termination and in other instances no right 
of termination exists. The termination of such licenses 
may give rise to liability, particularly in those instances 
where no right of termination exists, and possibly in 
those instances where at least a contract right of ter¬ 
mination exists. Included in the provision for other 
costs shown above is approximately $1,200,000, which 
the Company believes is adequate to settle all claims 
which may arise with respect to the foregoing. See 
Note K for actions brought against the Company by 
certain licensees, of which one action arises from the 
closing of the stores. 

Management believes it has provided amounts suffi¬ 
cient to absorb the future costs and losses under the 
Store Programs; however, since these are prospective 
in nature, management is unable to determine at this 
time the aggregate costs and losses which will ulti¬ 
mately be incurred. The provisions therefor are in¬ 
cluded in the consolidated balance sheet as at Jan¬ 
uary 28, 1973 as follows: 


Reserve for loss on disposal of fixed 
assets—see Note C $11,262,000 

Reserve applicable to store closing 
program—current portion 13,900,000 

Reserve applicable to store closing 
program—noncurrent portion 1,500,000 

$26,662,000 


The foregoing does not give effect to operating losses 
subsequent to January 28,1973 with respect to stores 
to be closed. 


Note E— Long-term debt consists of: 


Domestic bank loan 

(1) 

1972 

$27,000,000 

1971 

Eurodollar bank loan 

(D 

13,000,000 

$13,000,000 

Insurance company 
loan 

(1) 

5,750,000 

6,500,000 

4% Convertible 
Subordinated 
Debentures due 
August 1,1992 

(2) 

20,000,000 

20,000,000 

4% % Convertible 
Subordinated 
Debentures due 
August 1,1981 

(2) 

441,000 

453,000 

Mortgages 

(3) 

24,739,000 

28,211,000 

Other 


504,000 

349,000 


91,434,000 68,513,000 

Less current installments 1,148,000 2,088,000 

$90,286,000 $66,425,000 


(1) On December 12,1972, the Company entered into 
a domestic bank credit agreement for $51,000,000. Of 
that amount, $27,000,000 was borrowed by January 
28, 1973 and the remainder ($24,000,000) was bor¬ 
rowed subsequent thereto. 

On May 14, 1973, the Company was obligated to cer¬ 
tain institutions, as follows: 

Domestic banks (as above) $51,000,000 

Eurodollar banks 13,000,000 

Insurance companies 5,750,000 

$69,750,000 


As described hereinafter, the various loan agreements 
relating to the foregoing obligations were restructured 
under the terms of an amendatory credit agreement 
dated as of May 14,1973, but effective June 13,1973. 
In the preparation of the consolidated balance sheet 
as at January 28, 1973, retroactive effect has been 
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given to the terms of such agreement which deferred 
repayment beyond February 3, 1974 of that portion of 
such debt ($4,200,000) which was due before such 
date. 

Under the amendatory agreement, amounts due the 
domestic banks and the insurance companies are 
evidenced by notes due July 31,1974 which, provided 
the Company has complied with the terms and cov¬ 
enants of the credit agreement, are renewable by the 
Company every 90 days thereafter, subject to the pro¬ 
visions for reduced availability referred to below. The 
amounts due to the Eurodollar banks are evidenced by 
notes due August 31,1973. Provided the Company has 
complied with the terms and covenants of the credit 
agreement exclusive of those referred to in the second 
succeeding paragraph hereof, the banks have agreed 
to renew the notes to July 31, 1974. Thereafter, pro¬ 
vided the Company has complied with the terms and 
covenants of the credit agreement, the Eurodollar 
notes are renewable for six-month periods, subject to 
the provisions for reduced availability referred to 
below. 

The aggregate loans available under the amendatory 
agreement reduce by $13,950,000 on each of Decem¬ 
ber 31,1974 and December 31,1975, with the remain¬ 
ing balance of $41,850,000 payable on December 31, 
1976. Interest is payable (i) semiannually on the Euro¬ 
dollar loan at 116% over first class bank rates for six- 
month U.S. dollar deposits in the Eurodollar market 
and (ii) monthly on the remainder at 16% above the 
current lending rate in effect at one of the banks; as 
at May 14, 1973 such rates would be 10% and 716% 
respectively. 

Under the amendatory agreement, if the Company 
fails to comply with the requirements set forth herein¬ 
after in this paragraph at any time prior to July 31, 
1974, the remedies available to the lenders do not 
become effective until July 31, 1974. Among other 
matters, the Company has covenanted and agreed to 
(i) certify to the institutions quarterly that it has com¬ 
plied substantially with its Store Programs (see Note 
B), (ii) maintain on and after February 3,1974 (a) con¬ 
solidated net worth of not less than $45,000,000, and 
(b) a ratio of consolidated current assets to total con¬ 
solidated liabilities (exclusive of mortgage and sub¬ 
ordinated debt) of not less than 1 to 1—such ratio was 
approximately 1.05 to 1 at January 28, 1973 (such 
ratio, as well as the Company’s net worth, would de¬ 
cline as a result of losses subsequent to January 28, 
1973) and (iii) represent, commencing July 31, 1974, 


that there has been no material adverse change in the 
business, property or assets of, or in the condition 
(financial or otherwise) of, the Company and any of its 
consolidated subsidiaries on a consolidated basis 
from that set forth in the Company’s consolidated bal¬ 
ance sheet as at January 28,1973, provided, however, 
that a net loss before extraordinary items during any 
fiscal period shall not be deemed to be a “material 
adverse change” so long as the Company and its sub¬ 
sidiaries shall be in due compliance with all of the 
other provisions of the credit agreements and the 
other instruments and agreements referred to therein. 

Aside from the foregoing, there are other requirements 
under the agreements with which the Company must 
comply on a current basis. Among these are punctual 
payment of interest, timely submission of specified 
financial information, and prompt advice to the lend¬ 
ers upon the happening of certain events. In addition, 
there are restrictions, among others, upon the creation 
of indebtedness or liens, the making of investments, 
the disposal of assets, capital expenditures, and guar¬ 
antees by and mergers and consolidations with sub¬ 
sidiaries. 

Under the terms of the domestic bank credit agree¬ 
ment, the Company may not pay any dividends (other 
than stock dividends). 

As a condition of the amendatory agreement, the Com¬ 
pany pledged (i) the capital stocks of all of its sub¬ 
sidiaries, and (ii) certain other stock (included in the 
consolidated balance sheet at $113,000), as collateral 
security for all present and future obligations to the 
lenders (other than to their factoring divisions). Sub¬ 
stantially all of the consolidated net assets and opera¬ 
tions are attributable to such subsidiaries. Included 
therein are the operations of the Company’s toy and 
department store divisions. Such divisions, for the year 
ended January 28, 1973, had earnings of approxi¬ 
mately $18,900,000 before Federal income taxes and 
allocation of interest and home office expenses. 

Under separate instruments dated as of April 23,1973, 
all of the Company’s subsidiaries have executed guar¬ 
antees of the Company’s present and future obliga¬ 
tions to the lenders under the credit agreements. 

(2) The indentures applicable to the 4%% and 4% 
Debentures require annual redemptions of $275,000 
and $900,000, respectively, aggregating $275,000 
through 1977, $1,175,000 from 1978 to 1980, and 
$900,000 from 1981 to 1991. Each Debenture’s annual 
redemption requirement is subject to reduction, at the 
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Company’s option, for prior conversions, which aggre¬ 
gate $5,419,000 (applicable solely to the 4%% Deben¬ 
tures) as at January 28,1973. It is the Company’s pres¬ 
ent intention to exercise this option. The 4%% and 
4% Debentures are subordinated to indebtedness for 
money borrowed, and may be converted into Common 
Stock at conversion prices of $9.40 and $43.89 a 
share, respectively. During the years ended January 
28, 1973 and January 30, 1972, $12,000 and $32,000 of 
the 4 5 /8% Debentures were converted into 1,253 and 
3,453 shares of Common Stock, resulting in increases 
in Common Stock of $1,000 and $4,000 and in Addi¬ 
tional Capital of $11,000 and $28,000. Based upon the 
foregoing conversion prices, the outstanding Deben¬ 
tures as at January 28, 1973 are convertible into 
502,568 shares of Common Stock. 

(3) The mortgages (i) bear interest at annual rates of 
4 V 2 % to 9%%, (ii) are payable in varying installments 
with final payments becoming due in 1975-2002 and 
(iii) are collateralized by fixed assets having a depre¬ 
ciated cost of approximately $29,000,000. See Note G 
as to long-term debt (not included herein) of 50% 
owned corporations and joint ventures. 

(4) On June 13,1973, the Company borrowed $5,000,000 
(including $300,000 from the Company’s Chairman of 
the Board and $500,000 from a company in which one 
of the coventurers referred to in Note G is a stock¬ 
holder) and issued Senior Subordinated Notes pay¬ 
able on January 1,1977. Interest on the Notes is pay¬ 
able monthly at 2% over prime rate, as defined. The 
Notes are subordinated to all present and future obli¬ 
gations to the lenders referred to in (1) above (other 
than to their factoring divisions). Further, the agree¬ 
ment relating to the Notes (i) provides that the Notes 
are to be collateralized by a second security interest 
in the capital stocks of all of the Company’s subsidi¬ 
aries, and certain other stock, pledged to the lenders 
referred to in (1) above, and (ii) requires the Company, 
among other matters to comply with covenants gener¬ 
ally similar to those contained in the amended credit 
agreements with such lenders. The agreement relating 
to the Notes also provides for the issuance of warrants 
(exercisable commencing November 30,1973 and ex- 
pi ring November 30,1978) for the purchase of 1,000,000 
shares of the Company’s Common Stock at an exer¬ 
cise price of $3.00 a share; the exercise price may be 
satisfied by cash, the surrender of notes or any com¬ 
bination thereof. 

Note F— The Internal Revenue Service has proposed 
deficiencies in income taxes against the Company and 


its subsidiaries for the seven years ended January 31, 
1968. The proposed assessments, if sustained in their 
entirety, would result in additional taxes of approxi¬ 
mately $3,800,000 (net of an $800,000 duplication in 
the proposed assessment applicable to certain sub¬ 
sidiaries) exclusive of interest. The major portion of 
the proposed assessment involves constructive divi¬ 
dends purportedly received by the Company from its 
subsidiaries. Should the Internal Revenue Service at¬ 
tempt to apply the same theory to the year ended 
February 2,1969, the Company could be subject to an 
additional deficiency of $950,000. Commencing with 
the year ended January 31,1970, the companies filed 
consolidated tax returns and the issue as to construc¬ 
tive dividends would no longer be applicable. 

The Company considers the proposed assessments 
improper; the Company has already filed formal pro¬ 
tests with respect thereto and firmly believes that the 
ultimate disposition of this tax matter would have no 
material adverse effect upon the accompanying finan¬ 
cial statements. Accordingly, no provisions for Federal 
income taxes or related interest have been made for 
the foregoing. 

Note G— Subsidiaries of the Company have 50% in¬ 
terests in a number of corporations and joint ventures, 
whose functions are to acquire properties, construct 
store buildings thereon and lease all or substantial 
portions thereof to other subsidiaries. The investments 
in (carried at proportionate share of underlying equity) 
and advances to these companies aggregated 
$2,563,000 and $2,900,000 as at January 28, 1973 and 
January 30, 1972, respectively. Of these amounts 
$341,000 (1972) and $87,000 (1971) are included in 
Accounts Receivable—Other and $2,222,000 (1972) and 
$2,813,000 (1971) are included in Other Assets. The 
subsidiaries’ share of net income/(loss) of these en¬ 
tities included in Other Income—Net aggregated 
($96,000)—1972 and $197,000-1971. 

As at their respective fiscal year-end dates (December 
31 or January 31) net fixed assets and long-term debt 
of the above 50% owned entities, not included in the 
Consolidated Balance Sheets, were as follows: 

1972 1971 

Net fixed assets $61,360,000 $63,416,000 

Long-term debt $58,252,000 $57,114,000 


As at January 28, 1973, subsidiaries of the Company 
were contingently liable as to $2,000,000 of the above 
long-term debt. The obligations bear interest at an- 
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nual rates of 5% % to 10V4 % and are payable in vary¬ 
ing installments with final payments becoming due in 
1985-2002. 

The consolidated statements of operations and re¬ 
tained earnings include amounts received from and 
paid to some of the 50% owned companies and joint 
ventures, as follows: income representing fixed annual 
amounts and/or amounts equivalent to cash flow from 
real estate (as defined in certain joint venture agree¬ 
ments) of $1,190,000 (1972) and $530,000 (1971); in¬ 
terest income of $9,000 (1972) and $8,000 (1971); and 
rentals paid of $6,667,000 (1972) and $6,307,000 (1971). 

Note H— Minimum annual rentals of real property 
leased to the Company or to its subsidiaries (includ¬ 
ing rentals applicable to stores closed and to be closed 
—see Note D) amount to approximately $22,200,000 
(of which $6,667,000 is under leases with 50% owned 
corporations and joint ventures referred to in Note G) 
plus, in certain instances, additional rentals based 
upon sales and charges for real estate taxes, insur¬ 
ance, etc. Of the aggregate annual rentals, $7,300,000 
expires prior to 1987, $5,100,000 expires between 1987 
and 1992, and $9,800,000 expires after 1992. 

At January 28, 1973, the Company and certain sub¬ 
sidiaries were contingently liable for approximately 
$2,700,000 relating to certain of their landlords’ obli¬ 
gations; such contingent liabilities are subject to re¬ 
duction to the extent that required payments are made 
by the landlords against such obligations. 

Note I— Under the Company’s stock option plans, op¬ 
tions to purchase 22,375 shares may be granted to 
December 1973 and for 61,200 shares to 1978, at not 
less than the fair market values at dates of grant. De¬ 
pending on the plan, options are either exercisable 
25% a year (on a cumulative basis) commencing one 
year from date of grant or are exercisable in full after 
four years and nine months from date of grant. Options 
expire five years from date of grant. Changes in shares 
subject to outstanding stock options under the plans 
are as follows: 



1972 

1971 

Outstanding at beginning of year 

185,900 

168,048 

Granted 

75,650 

74,300 

Lapsed 

(40,074) 

(29,533) 

Cancelled 


(22,500) 

Exercised 


(4,415) 

Outstanding at end of year 
($6.94 to $45.38 a share-1972) 

221,476 

185,900 

Exercisable at end of year 

32,376 

22,099 


During the year ended January 28,1973, the Company 
granted to an officer a nonqualified option to purchase 
25,000 shares of the Company’s Common Stock at 
$2.00 a share (market value at date of grant $6.50 a 
share). The option is exercisable 33V3% a year (on a 
cumulative basis) commencing one year from date of 
grant and expires five years from date of grant. The 
excess ($112,000) of the market value of the shares 
over the option price has been recorded as a deferred 
charge (being amortized over the term of the related 
employment agreement) and credited to Additional 
Capital. 

Note J— Based upon tax returns filed and to be filed by 
the Company for fiscal years ended through January 
28,1973, the companies have available net operating 
loss carryforwards aggregating $13,900,000, of which 
$1,400,000 may be utilized only to offset taxable in¬ 
come of certain subsidiary corporations and expires 
in 1974 and $12,500,000 may be utilized to offset con¬ 
solidated taxable income in future years through 1978. 
The companies will be entitled to additional deduc¬ 
tions to the extent that and at such time as certain 
costs and losses provided for in the accompanying 
consolidated financial statements (see Note D) be¬ 
come deductible for tax purposes. Further, the 
companies have available investment tax credit carry¬ 
forwards aggregating $1,400,000 which may be util¬ 
ized under certain circumstances and expire in various 
years through 1980. 

Investment tax credits amounted to $240,000 (includ¬ 
ing $45,000 carried forward from prior years) for the 
year ended January 30,1972. 

Note K— The licensee which operated one of the 
leased departments in several of the closed White 
Front stores (see Note D) has instituted (i) a cross¬ 
complaint against the Company and others based 
upon an alleged breach of contract and other grounds 
(a) claiming compensatory damages in an unspecified 
amount but referring to losses in excess of $1,060,000, 
and (b) seeking punitive damages in the amount of 
$5,000,000, and (ii) an action against the Company 
predicated on the Sherman Antitrust Act seeking dam¬ 
ages in an unspecified amount but referring to loss of 
profits in excess of $2,000,000 and asking that this 
sum be trebled. Further, in response to an action by 
the Company seeking to recover amounts due from 
another licensee which vacated certain White Front 
stores before their closing, the licensee cross-com¬ 
plained against the Company seeking alleged actual 
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damages of $2,700,000 and punitive damages of 
$1,000,000, based upon breach of covenant and joint 
venture theories. 

In the opinion of the Company and its counsel, the 
claims in the foregoing litigation are grossly exag¬ 
gerated. Further, it is the opinion of the Company and 


its counsel with respect to the foregoing and other 
actions, suits or proceedings pending or, to the best 
of their knowledge, threatened against or affecting the 
Company or any subsidiary, that their ultimate dispo¬ 
sition could result in no material adverse change in 
the operations or financial condition of the Company 
and its subsidiaries on a consolidated basis. 


ACCOUNTANTS’ REPORT 

To the Board of Directors 
Interstate Stores, Inc. 

New York, N.Y. 

We have examined the consolidated balance sheet of 
Interstate Stores, Inc. and subsidiary companies as at Jan¬ 
uary 28, 1973, and the related consolidated statements of 
operations and retained earnings and changes in financial 
position for the year then ended. Our examination was 
made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the ac¬ 
counting records and such other auditing procedures as we 
considered necessary in the circumstances. 

As set forth in Note D, the Company has provided reserves 
aggregating $26,662,000 for costs and losses to be in¬ 
curred in connection with its store closing programs. No 
determination can be made at this time as to the amount of 
costs and losses which will ultimately be sustained in con¬ 
nection with the foregoing nor as to the current and non- 
current classifications of such reserves and of the related 
fixed assets in the consolidated balance sheet as at January 
28,1973. 

As set forth in the consolidated statement of operations 
and retained earnings, the Company incurred a substantial 
consolidated net loss for the year ended January 28, 1973. 
Further, as set forth in Note B, during such year and the 
several months thereafter, the Company experienced dif¬ 
ficulties in obtaining its customary merchandise and credit 
terms required to operate its stores in the normal course of 
business. The foregoing affected the Company’s credit 
position with its institutional lenders. During the year ended 
January 28, 1973 and thereafter, management (i) adopted 
programs designed to eliminate certain loss operations, to 
improve the results of other loss operations and to gen¬ 
erate cash (see Note B), (ii) arranged for the restructuring 
of its loan agreements with institutional lenders, under 
which, among other matters, certain repayments were de¬ 
ferred, new and revised covenants were provided, and the 
capital stocks of all the Company’s subsidiaries were 
pledged to the lenders as collateral security (see Note E), 
and (iii) arranged for the borrowing of $5,000,000, collat¬ 
eralized by a second security interest in such capital 
stocks, and providing for generally similar covenants (see 
Note E). Management believes that these programs, agree¬ 
ments and borrowings will enable the Company to restore 
its relationships with vendors and others so that it will be 
able to (i) obtain its customary merchandise and credit 
terms required to operate its stores in the normal course of 


business, (ii) effect improvement in the operating results 
of its discount stores, including arrangements for the 
planned conversion of sixteen White Front stores into sub¬ 
stantially leased departments, (iii) maintain the profitability 
of its toy and department store divisions, and (iv) finance 
the substantial consolidated operating losses which it an¬ 
ticipates for each of the first three quarters of the fiscal 
year beginning January 29, 1973. Management believes 
further that the foregoing will enable the Company to return 
to profitable operations in the future and to comply with the 
terms and covenants of the aforementioned loan agree¬ 
ments and borrowing arrangements. The Company’s con¬ 
tinuation as a going concern and the appropriateness of 
presenting the consolidated financial statements as at Jan¬ 
uary 28, 1973 and for the year then ended on a going 
concern basis (which contemplates the realization of assets 
and the liquidation of liabilities in the normal course of 
business) are dependent upon the accomplishment of sub¬ 
stantially all of the foregoing. We are in no position to 
evaluate the achievability of these programs and objec¬ 
tives, which are dependent upon a number of future events, 
including the acceptance by vendors and others of the 
newly restructured loan agreements and borrowing ar¬ 
rangements effected on June 13, 1973. 

In our opinion, subject to (i) the achievement of the pro¬ 
grams and objectives referred to in the preceding para¬ 
graph so as to enable the Company to continue as a going 
concern, and (ii) the effects of the matters referred to in 
the second paragraph hereof and of the tax matter referred 
to in Note F, the above-mentioned financial statements pre¬ 
sent fairly the consolidated financial position of Interstate 
Stores, Inc. and subsidiary companies at January 28, 1973 
and the consolidated results of their operations and con¬ 
solidated changes in their financial position for the year 
then ended, in conformity with generally accepted account¬ 
ing principles applied on a basis consistent with that of the 
preceding year. 

S. D. LEIDESDORF & CO. 


New York, N.Y. 

May 1,1973, except for Notes B and E, 
which are as of June 13,1973 
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FIVE YEAR FINANCIAL HIGHLIGHTS 

(OOO’s omitted) 

Interstate Stores, Inc. and Subsidiary Companies 



Operations 

Continuing Operations: 

Sales of owned departments 
Leased department sales 
Total 


Earnings (losses) before taxes 
Provision (credit) for income taxes 
Earnings (losses) from continuing operations 

Earnings (losses) from non-continuing 
operations 

Earnings (losses) before extraordinary items 
Extraordinary items, net 
Net earnings (losses) 


Financial 

Current assets 
Current liabilities 
Working capital 
Current ratio 
Mortgages 
Other long-term debt 
Stockholders equity 
Dividends 

Stores 

Toy stores 
Department stores 
Discount stores 


1972 

1971 

1970 

1969 

1968 

$452,617 

$451,006 

$428,876 

$410,494 

$368,826 

68,765 

73,370 

77,473 

78,343 

76,797 

$521,382 

$524,376 

$506,349 

$488,837 

$445,623 

$ (1,683) 

$ 7,808 

$ 7,834 

$ 17,695 

$ 20,956 

(825) 

3,617 

3,869 

8,763 

10,396 

(858) 

4,191 

3,965 

8,932 

10,560 

(6,208) 

(3,623) 

(2,592) 

(132) 

421 

(7,066) 

568 

1,373 

8,800 

10,981 

(33,249) 

895 

— 

— 

— 

$(40,315) 

$ 1,463 

$ L373 

$ 8,800 

$ 10,981 


$148,888 

$162,127 

$163,019 

$158,222 

$127,854 

93,692 

109,708 

107,747 

107,549 

72,564 

55,196 

52,419 

55,272 

50,673 

55,290 

1.6 to 1 

1.5 to 1 

1.5 to 1 

1.5 to 1 

1.8 to 1 

23,960 

26,828 

30,771 

21,159 

12,155 

66,326 

39,597 

41,107 

28,813 

29,991 

58,527 

98,718 

97,171 

98,301 

76,031 

— 

— 

2,456 

3,101 

2,917 


45 

37 

28 

21 

8 

28 

31 

30 

31 

31 

91 

107 

109 

97 

86 
















































